Executive Summary

Report of the

Alaska Local Boundary Commission

to the First Session of the Twenty-Fourth
Alaska State Legislature

......

Commemorating the S0th Anniversary of the
Convening of the Alaska Constitutional Convention

1955 = 2003

"We the people of Alaska, grateful to God and to those who founded our nation
and pioneered this great land, in order to secure and transmit to succeeding
generations our heritage of political, civil, and religious liberty within the
Union of States, do ordain and establish this constitution for the State of
Alaska.”



The report cover includes a montage of three photographs. The "rifle range" photo at the upper left was a reminder to
the Local Government Committee of its goal to refine the local government proposal (termed "Committee Proposal No.
6/a" (hereafter "Proposal 6/2")) by January 19, 1956 (a goal which, incidentally, was met). The photo to the right of the
"rifle range" is the Local Government Committee in a meeting. The bottom photo shows deliberations by Convention
Delegates.

The Local Government Article of Alaska's Constitution was introduced as Committee Proposal No. 6 and had its first
reading on December 19, 1955. Itwas returned to Committee on January 4, 1956. Itwas then introduced as Proposal 6a
and had afirst reading on January 18, 1956, and ultimately adopted on January 30, 1956. Victor Fischer describes the task
facing the different committees at the Constitutional convention as follows:

The nature and difficulty of substantive responsibilities differed widely among committees. In come
cases, the basic structure of the article under committee jurisdiction was fairly clear, and the committee
was primarily concerned with specific provisions.

. . . Other committees, in particular Natural Resources and Local Government, had major need for
innovation: the former because of the vital role of resources for the future of the state and lack of
precedent of constitutional treatment in other states; the latter because of the absence of developed
structures of local governmentin Alaska.

... [Tlhe Local Government Committee, on which the author served, became involved in what
appeared at times to be an almostinterminable task. As there never had been any well-developed local
government system outside the few urban areas in Alaska, the committee was in a position to learn from
the mistakes and successes in other areas and develop new approaches suited to Alaska. Accordingly,
the members not only undertook a thorough study of the structure of local government in other states, but
also examined the situation in Canada, South America, Finland and the Scandinavian countries, and
other parts of the world. In addition, the committee studied Alaskan needs and conditions, using in part
consultant George W. Roger's analysis of Alaska's socioeconomic and geographic division. They also
used the services of consultant Professor of political Science Weldon Cooper, associate director of the
Bureau of Public Administration, University of Virginia. Professor Cooper assisted the committee with
research and preparation of discussion drafts based on tentative committee conclusions. Owing to lack
of precedent for most of the ideas being developed, however, evolution of constitutional language proved
to be an extremely difficult task. As a result, the committee proceeded through numerous drafts of the
local government article. In order to have a proposed article available for discussion by other delegates
and by the public during recess hearings, the committee reported out a tentative draft in mid-December.
After reconvening in January, however, the committee requested that the proposal be returned to
committee for further consideration and rewriting. At this time, the committee had available the services
of consultant John Bebout, then assistant director of the National Municipal League. After two more
weeks of work, the committee reported the total rewritten article out on January 18 - one and half months
afterthe judiciary; article had been presented do the convention.

Victor Fischer, Alaska's Constitutional Convention (1975), pp. 50-51 (footnotes omitted, emphasis added).

The Local Boundary Commission complies with Title Il of the Americans with Disabilities Act of 1990.

Upon request, this report will be made available in large print or other accessible formats. Requests
for such should be directed to the Local Boundary Commission Staff at 907-269-4560.

This report is also available on the Local Boundary Commission website at:

http://www.commerce.state.ak.us/dca/lbc/Ibc.htm
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Executive Summary

The report of

Roport of the
Alaska Local

the Local
Boundary
Commission
(LBC) to the
2005 Legis-
lature con-
sists of three

to the First of the r y-Tourth
Mlaska State Legislature

o The first two

- chapters.

chapters

provide
background information that is help-
ful in understanding and considering
the important public policy issues
raised in Chapter 3. The reportis sum-
marized below.

Chapter 1 — Background

Chapter 1 provides information about
the LBC. It notes, for example, that
the framers of Alaska’s Constitution
concluded that a “grave need” existed
for an independent, objective body to
foster implementation of the consti-
tutional framework of local govern-
ment through municipal boundary
determinations that reflect statewide
and regional perspectives. Thus, the
framers mandated the creation of the
LBC, one of just five boards and com-
missions named in the Constitution
(among 121 active boards and com-
missions).

Chapter 1 also notes that the LBC has
a duty to study local government
boundary problems. That duty serves
as the foundation for the issues raised
in Chapter 3.

Chapter 2 — Activities and
Developments During 2004

Chapter 2 summarizes activities dur-
ing 2004 relating to municipal bound-
ary issues. Some activities are
routine, but others involve critical pub-
lic policy issues of statewide impor-
tance. One example of the latter, a

Constitution of Alaska
Article X, Section 12

A local boundary commission or board
shall be established by law in the executive
branch of the state government. The
commission or board may consider any
proposed local government boundary
change. It may present proposed changes
to the legislature during the first ten days
of any regular session. The change shall
become effective forty-five days after
presentation or at the end of the session,
whichever is earlier, unless disapproved by
a resolution concurred in by a majority of
the members of each house. The
commission or board, subject to law, may
establish procedures whereby boundaries
may be adjusted by local action.

Executive Summary - January 2005

Page i



Local Boundary Commission Report to the First Session of the Twenty-Fourth Alaska State Legislature

prospective proposal to re-
classify the City of Dillingham,
is discussed below.

On the surface, it may seem
that a proposal to reclassify
the City of Dillingham is a
matter of limited interest and
concern. However, the pro-
spective Dillingham proposal
represents a microcosm of the
entire state in terms of the
growing debate over local
government boundary mat-
ters. It has potentially far-
reaching implications.

In December 2004, a group of
Dillingham residents announced plans
to petition for reclassification of the
City of Dillingham from a first-class city
to a second-class city. The City of
Dillingham was incorporated as a sec-
ond-class city in 1963. Under a 1972
law, the City of Dillingham was reclas-
sified by legislative fiat as a first-class
city.

As a first-class city in the unorganized
borough, Dillingham is obligated by
State law to operate a city school dis-
trict. In the current fiscal year, the
City of Dillingham will pay $1,000,000

Dillingham High School/Middle School

to support its schools. Of that,
$569,155 (more than $1,100 per stu-
dent) will be spent just to restore for-
mula cuts to State education aid paid
to Dillingham (i.e., the so-called “lo-
cal contribution” required by
AS 14.17.410(b)(2)). While such con-
tributions are required from many
school districts, an exception is made
for more than one-third of Alaska’s
53 school districts.! In effect, the re-
quired “local contribution” is a State
tax imposed on selected areas with-
out regard to capacity to pay.

Adding to the debate is the fact that
City of Dillingham schools are in seri-
ous disrepair. The condition of local

The City of Dillingham is one of 18 cities and 16 organized boroughs that are required
to make such “contributions.” In total, those 34 local governments were required under
AS 14.17.410(b)(2) to “contribute” $171,057,616 in FY 2005 (and more than $800 mil-
lion over the last five years). The amount of State aid for education to those districts was
reduced by the amount of the required “local contribution.” In contrast, the 17 Regional
Educational Attendance Areas (REAAs) and 2 Federal Transfer REAAs are not subject to
the requirement for local contributions and, thus, do not suffer such cuts in State aid.

Page ii
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school facilities raises signifi-
cant concerns pertaining to

Comparison of Dillingham and Bethel
Factor Dillingham Bethel

both health and safety issues City Classification First-Class Second-Class
e.g., mold, electrical prob-
(e.g., ! P : Population 2,373 5,899
lems, and troubles regarding Viodian —
. . edlan rouseno

the structural integrity of the Income $51,458 $57,321
D!Illngham High Schogl/ mccagﬁg Family $57 417 $62,431
Middle School). Faced with .

L . Percentage in 1.7 t 112 t
the prospect of significant in- Poverty -/ percen -£ percen

creases in local taxes to sup-
port schools, last month,
Dillingham voters overwhelmingly re-
jected a proposition to authorize the
City of Dillingham to issue up to
$25 million in bonds to remedy the
problems.!

Reclassification proponents question
why Dillingham is saddled with local
responsibility for schools while many
other areas of the state are not. Ad-
vocates of reclassification in Dillingham
specifically cited Bethel as an example.
They note that Bethel has an economy
similar to Dillingham and that Bethel’s
population is 2.5 times greater than
that of Dillingham. Based on the lat-
est federal census, the median house-
hold income and median family income
in Bethel are, respectively, 11.4 per-
cent and 8.7 percent higher than is the

Population data from State Demographer (2003). Income and
poverty data from 2000 Federal Census.

case in Dillingham. Further, the per-
centage of Dillingham residents living
in poverty is slightly higher compared
to Bethel.

The circumstances in Dillingham raise
qguestions that warrant thoughtful con-
sideration.

» Should Dillingham be allowed to ab-
rogate its responsibility for schools?

» Should Bethel and the other 30 sec-
ond-class cities in the unorganized
borough with populations of 400 or
more residents be compelled to re-
classify, as was the case 33 years
ago for Dillingham and other sec-
ond-class cities with at least
400 residents?™!

IAS 14.11.100 provides that the City of Dillingham would have been entitled to reim-
bursement of 60 to 70 percent of principal and interest costs associated with repairs or
new construction. However, if funds appropriated by the Legislature for such reimburse-
ment for all municipal school districts are insufficient, the available funds would be dis-
tributed pro rata among the eligible municipalities. Thus, partial reimbursement in the
amount set out in statute was not guaranteed.

HChapter 2 notes that officials of the City of Bethel explored the prospect of reclassi-
fication of the city government in 1981 and again in 1997. Chapter 2 notes further that
the Mayor of the City of Bethel inquired about the matter last year.
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e Should the 11 unincorporated com- example, should the regions en-
munities in the unorganized bor- compassing Dillingham and Bethel
ough with populations of 400 or become borough governments?Vv

more residents be compelled to in-

corporate home-rule or first-class * If Dillingham and Bethel are in-
cities? cluded in boroughs, what bound-

aries should be drawn for each?"!
« How would reclassification of the
City of Dillingham and the City of * In a broader sense, why are com-

Bethel affect delivery of education munities and regions that have no
services in their respective regions? local responsibility for schools, but
In other words, is it better to orga- have the capacity to take on such
nize school districts at the commu- responsibility, not required to do
nity level or regional level?"V For s0?

VEighteen city school districts and two Federal Transfer REAAs are organized at the
community level. Alaska’s other 33 school districts (16 boroughs and 17 REAAs) operate
schools on a regional basis. In 2004, the LBC, with cooperation from the Department of
Education and Early Development, addressed issues relating to school district consolida-
tion. That effort is addressed in Chapter 3.

YRegarding Bethel, Chapter 2 notes that a study conducted 24 years ago by a private
consultant concluded that borough incorporation was a “financially viable” option for the
Calista region, which encompasses roughly 58,000 square miles and has a contemporary
population in excess of 23,000 residents. A prospective borough for the Calista region
would, presumably, be rendered more economically viable if the Donlin Creek mineral
deposit is developed into an operating mine. That deposit, estimated to hold 27.8 million
ounces of gold, is one of the world’s largest undeveloped deposits of gold.

Regarding Dillingham, Chapter 2 notes that interest was expressed during 2004 in
forming the so-called Bristol Bay “Super Borough,” which would encompass the Dillingham
Census Area, Lake and Peninsula Borough, and Bristol Bay Borough. Here again, the
prospect for mineral development is a consideration. Specifically, the Pebble gold-cop-
per-molybdenum deposit located in the Lake and Peninsula Borough, which holds an
estimated $28 billion in minerals, has sparked interest in borough boundary changes in
the greater Bristol Bay region.

VIThe Donlin Creek mineral deposit is located in the Kuspuk REAA, a subregion of the
Calista region. Officials and residents of the Kuspuk REAA have expressed a strong
desire to limit any borough encompassing the Kuspuk area just to that subregion. In
2003, the Kuspuk REAA was inhabited by an estimated 1,573 residents. Similarly, strong
interest exists among officials and residents in the Lake and Peninsula Borough in main-
taining the existing boundaries of the Lake and Peninsula Borough, which encompasses
the Pebble gold-copper-molybdenum deposit.
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 Should the State promote the ex-
tension of borough government to
areas of Alaska that have the ca-
pacity to operate boroughs, and if
so, how?

» Ifthe State does not create enough
inducements for voluntary incorpo-
ration of boroughs, should it com-
pel areas to organize as it did in
1963 for regions that encompass
nearly 84 percent of all Alaskans?

The Table of Contents at the begin-
ning of the report and the Index at
the end provide a guide to readers for
particular communities, regions, and
topics addressed in the report.

Chapter 3 — Policy Issues and
Concerns

In Chapter 3,
the LBC brings
public policy is-
sues and con-
cerns to the
attention of the
2005 Alaska
Legislature. The
most significant
of those con-
cerns relates to
key provisions
of the Local
Government Article of Alaska’s Con-
stitution that remain unexecuted af-
ter 46 years of Statehood. The
Legislature is the appropriate body to
address these concerns because of its

Alaska Constitution
Article X - Local Government

duties set out in Article X of Alaska’s
Constitution.

Lack of Incentives for Creation
and Expansion of Boroughs.

Foremost among the LBC’s concerns
is the lack of incentives for borough
incorporation and annexation. Bor-
ough government is the cornerstone
of the Local Government Article of
Alaska’s Constitution. Chapter 3 de-
scribes compelling public policy argu-
ments for establishment of organized
borough governments throughout
Alaska.

The benefits of bor-
ough government led
Eben Hopson, a promi-
nent Native leader,
member of the Territo-
rial Legislature, and
State Senator, to take
the following position
more than 30 years
ago:

Eben Hopson

If I were governor, organization
of regional borough government
would become one of my pri-
mary goals, and I would ask the
legislature to fashion special rev-
enue sharing legislation to fi-
nance their operation until
sufficient tax base was devel-
oped for local financing.

As outlined in Chapter 3, the framers
of Alaska’s Constitution clearly
anticipated that the State would make

Executive Summary - January 2005
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borough government an appealing
option. However, statistics provide
convincing evidence that the framers’
vision has not been fulfilled.

In fact, incentives to form boroughs
today are virtually non-existent.
Chapter 3 outlines six specific mea-
sures that the LBC believes will create
significant incentives for the extension
of borough government.

Clearly, one of the greatest barriers
to borough formation is the require-
ment that boroughs must pay the
State school tax in the form of the so-
called “local contribution” required by
AS 14.17.410(b)(2). While repealing
the tax would eliminate the disincen-
tive, doing so would have significant
adverse fiscal impact on the State (at
the current level, more than $850 mil-
lion over five years).

A better alternative, in the LBC's view,
is to eliminate the disincentive by
levying taxes on the unorganized bor-
ough. Four different tax options are
explored in the report. For example,
a head tax on the unorganized bor-
ough equivalent to the school tax un-
der AS 14.17.410(b)(2) paid by
residents of organized boroughs would
generate between $15 million and
$23 million annually, depending on
policy decisions regarding applicabil-
ity of the tax.

Five other incentives are addressed in
Chapter 3. They relate to financial aid
for critical borough services; organi-

zation grants; calculation of required
local contributions for schools where
boroughs do not levy property taxes
on oil and gas exploration, production,
and pipeline transportation property;
municipal land grants; and payment
of National Forest receipts and shared
fisheries fees and taxes.

Standards for Unorganized
Boroughs.

Another major concern of the LBC is
the lack of standards for the
establishment of unorganized
boroughs. Alaska’s Constitution
requires the entire state to be divided
into boroughs - organized or
unorganized. The Constitution
imposes a duty upon the Legislature
to enact standards and procedures for

Constitution of Alaska
Article X, Section 3 - Boroughs

The entire State shall be divided into
boroughs, organized or unorganized. They
shall be established in a manner and
according to standards provided by law.
The standards shall include population,
geography, economy, transportation, and
other factors. Each borough shall embrace
an area and population with common
interests to the maximum degree possible.
The legislature shall classify boroughs and
prescribe their powers and functions.
Methods by which boroughs may be
organized, incorporated, merged,

consolidated, reclassified, or dissolved shall
be prescribed by law.

Page vi
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establishment of organized and
unorganized boroughs. Each borough
must embrace a large, natural region
reflecting social, cultural, economic,
geographic, and other characteristics.

The framers of our Constitution al-
lowed for unorganized boroughs be-
cause they believed that, at least
initially, some boroughs might lack the
fiscal and administrative capacity to
operate as organized boroughs. Pre-
sumably, the distinctions in terms of
standards for unorganized and orga-
nized boroughs would be limited to fis-
cal and administrative capacity.

Without enacting standards and pro-
cedures for establishment of unorga-
nized boroughs, the 1961 Legislature
simply grouped all unorganized re-
gions into a single unorganized bor-

ough. As has long been recognized,
doing so has significantly impeded the
natural evolution of borough govern-
ment. Division of today’s single unor-
ganized borough into regional
unorganized boroughs would foster a
number of benefits as outlined in
Chapter 3.

Other Issues.

In addition to the foregoing, the LBC
raises four other issues in Chapter 3.
Those relate to funding for borough
feasibility studies, the need to refine
a 2001 amendment dealing with local
contributions for schools, the 2004
school consolidation study, and staff
resources needed to support the LBC.
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